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We have audited the financial statements of this local unit of government and rendered an opinion on financial statements prepared in
accordance with the Statements of the Governmental Accounting Standards Board (GASB) and the Uniform Reporting Format for
Financial Statements for Counties and Local Units of Government in Michigan by the Michigan Department of Treasury.

We affirm that:
1. We have complied with the Bulletin for the Audits of Local Units of Government in Michigan as revised.
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comments and recommendations
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as amended [MCL 129.91], or P.A. 55 of 1982, as amended [MCL 38.1132]).
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DYes No 8. The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1995
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D Yes No 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 129.95).
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City Council
Douglas, Michigan

INDEPENDENT AUDITORS’ REPORT

We have audited the accompanying basic financial statements of the City of the Village of Douglas, as of
and for the year ended June 30, 2005, as listed in the index. These basic financial statements are the responsibility
of the management of the City of the Village of Douglas. Our responsibility is to express an opinion on these
basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the basic financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the basic financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall basic financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, based on our audit, the basic financial statements referred to above present fairly, in all
material respects, the financial position of the City of the Village of Douglas as of June 30, 2005, and the results
of its operations for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

The Management’s Discussion and Analysis is not a required part of the basic financial statements but is
supplementary information required by the Governmental Accounting Standards Board. Management has elected
to omit the Management’s Discussion and Analysis from the required supplementary information.

Our audit was performed for the purpose of forming an opinion on the basic financial statements taken as
a whole. The combining financial statements listed in the index are presented for purpose of additional analysis
and are not a required part of the basic financial statements of the City of the Village of Douglas. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly presented, in all material respects, in relation to the basic financial statements taken

as a whole.
Q«,.g, éw;o&w ?erich, ?ﬁ,

FERRIS, BUSSCHER & ZWIERS, P.C.
Certified Public Accountants

F b 675 Last 1o6th Street

Holland, Michigan G 100
Holland Michigan 48423

Phone: (616) 382-8534

Fax: (B10) 5927289

wwwfbzepa.com

An independent member of BRR Internadona
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CITY OF THE VILLAGE OF DOUGLAS
STATEMENT OF NET ASSETS
JUNE 30, 2005

ASSETS
Cash and cash equivalents
Receivables, net
Prepaids and other assets
Capital assets
Land
Construction in progress
Other capital assets, net of depreciation

TOTAL ASSETS

LIABILITIES
Accounts payable and accrued expenses
Long-term liabilities
Due within one year
Due in more than one year

TOTAL LIABILITIES

NET ASSETS
Invested in capital assets, net of related debt
Restricted for
Major Streets
Local Streets
General Highway
Police Training
Unrestricted

TOTAL NET ASSETS

See notes to financial statements

Primary
Government

Governmental
Activities

$ 1,451,205
465,439
8,205

50,000
30,456

1,349,339

$ 3,354,644
$ 338,035
45,971

408.870

$ 792,876

$ 974,954

87,546
102,484
617,589

977

778,218

$ 2561,768



CITY OF THE VILLAGE OF DOUGLAS
STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2005

Program Revenues

Operating

Charges for Grants and
FUNCTIONS/PROGRAMS Expenses Services Contributions

PRIMARY GOVERNMENT
Governmental activities

Legislative $ 13,053 $ - 5 -
General government 372,566 11,468 -
Public safety 893,020 432,479 28,749
Public works 344,804 241,741 121,655
Recreation and cultural 73,301 16,462 15,180
Interest on long-term debt 19,302 - -
Total governmental activities $ 1,716,046 § 702.150 $ 165,584
TOTAL PRIMARY GOVERNMENT $ 1,716,046 $ 702,150 $ 165,584

General revenues

Taxes
Property taxes, levied for general purposes
Property taxes, levied for debt service
Property taxes, levied for roads

State shared revenues

Unrestricted investment income

Miscellaneous

Total general revenues
CHANGE IN NET ASSETS
NET ASSETS - JULY 1, 2004

NET ASSETS - JUNE 30, 2005

See notes to financial statements ~



Net (Expense)
Capital Revenue
Grants and Governmental
Contributions Activities

$ - % (13,053)
- (361,098)
; (431,792)
- 18,592
. (41,659)
- (19,302)

$ - §  (848312)

$ - §  (848312)

$ 608,774
46,582
519,021
106,974
31,312

18,267

$ 1,330,930
§ 482,618

2,079,150

$ 2,561,768



CITY OF THE VILLAGE OF DOUGLAS

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2005
Water and
General Sewer
General Highway Revolving
ASSETS
Cash and cash equivalents $§ 383548 $ 782,114 § -
Receivables, net 6,509 565 750
Receivables from other governments 88,386 - 344,741
Prepaid expenditures 7,887 - -
TOTAL ASSETS $ 486,330 §$§ 782,679 § 345491
LIABILITIES
Bank overdraft $ - 3 - $ 50,490
Accounts payable and accrued expenses 71,556 159,827 -
Deferred revenue - - 750
TOTAL LIABILITIES $ 71,556 $§  159.827 §$ 51,240
FUND BALANCES
Unreserved - reported in:
General Fund $ 414774 % - $ -
Special Revenue Funds - 622,852 294,251
Capital Project Fund - - -
TOTAL FUND BALANCES $ 414774 $§ 622,852 § 294,251
TOTAL LIABILITIES AND FUND BALANCES § 486330 $ 782,679 $ 345491

See notes to financial statements




Total

Non-Major Governmental
Funds Funds
$ 336,033 $§ 1,501,695

5,374 13,198
19,114 452,241
318 8,205

$ 360,839 § 1975339
$ - 8 50,490
37,080 268,463

- 750

$§ 37080 $ 319,703
$ - $ 414,774
254,297 1,171,400
69,462 69,462

$ 323759 § 1,655,636
$ 360,839 § 1975339




CITY OF THE VILLAGE OF DOUGLAS
RECONCILIATION OF FUND BALANCES ON THE BALANCE SHEET
FOR GOVERNMENTAL FUNDS TO NET ASSETS OF
GOVERNMENTAL ACTIVITIES ON THE STATEMENT OF NET ASSETS
JUNE 30, 2005

Fund balances - Total governmental funds $ 1,655,636
Amounts reported for governmental activities in the statement of net assets are different because:

Capital assets used in governmental activities are not financial resources and therefore
are not reported in the funds.

Add - Capital assets 2,002,577
Deduct - Accumulated depreciation (572,782)

Certain liabilities, such as bonds payable, are not due and payable in the current period
and therefore are not reported in the funds.

Deduct - Installment notes payable (454,841)
Deduct - Compensated absences (67,582)
Deduct - Accrued interest on long-term debt (1,990)

Tax, special assessment, or other revenues unearned or unavailable in < 60 days for
expenditures reported in fund statements.

Add - Deferred revenue 750

Net assets of governmental activities
$ 2561,768

See notes to financial statements



CITY OF THE VILLAGE OF DOUGLAS

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2005
Water and
General Sewer
General Highway Revolving
REVENUES
Taxes and special assessments 608,774 $ 519,021 $ -
Licenses and permits 83,077 - -
State shared revenues 112,748 - -
Contributions from local units 428,846 - -
Grant revenue 28,749 - -
Charges for services 90,676 - 118,988
Fines 4,759 - -
Interest 15,299 5,263 6,055
Other revenue 382 - -
TOTAL REVENUES 1,373,310 $ 524,284 S 125,043
EXPENDITURES
Current operating
Legislative 13,053 $ - $ -
General government 335,702 - -
Public safety 874,118 - -
Public works 165,231 - 23,258
Recreation and cultural 46,262 - -
Debt service
Principal 46,008 - -
Interest and other charges 16,337 - -
Capital outlay 600 416,027 96.685
TOTAL EXPENDITURES 1.497.311 s 416,027 $ 119.943
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES (124.001) $ 108.257 $ 5,100
OTHER FINANCING SOURCES (USES)
Transfers in 490,748 $ - $ -
Transfers out (12.827) (115.727) (70.394)
TOTAL OTHER FINANCING
SOURCES (USES) 477.921 $ (115.727) h) (70,394)
NET CHANGE IN FUND BALANCES 353,920 $ (7,470) $ (65,294)
FUND BALANCES - JULY 1, 2004 60.854 630,322 359,545
FUND BALANCES - JUNE 30, 2005 414,774 $ 622 852 $ 294,251

See notes to financial statements




Total

Non-Major Governmental
Funds Funds

$ 46,582 $ 1,174,377

- 83,077

121,655 234,403

- 428,846

5,785 34,534

14,658 224322

- 4,759

4,694 31,311

15.181 15,563

$ 208,555 $ 2,231,192

$ - $ 13,053

- 335,702

- 874,118

138,885 327,374

17,780 64,042

68,181 114,189

3,875 20,212

45.346 558.658

$ 274,067 $ 2,307,348
b (65,512) $ (76.156)

$ 198,878 3 689,626
(490.678) (689,626)

$ (291.800) 3 -
$ (357,312) $ (76,156)

681,071 1,731,792

3 323,759 5 1,655,636




CITY OF THE VILLAGE OF DOUGLAS
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO
THE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2005

Net change in fund balances - Total governmental funds $ (76,156)
Amounts reported for governmental activities in the statement of activities are different because:

Governmental funds report capital outlays as expenditures. However, in the statement of
activities, the cost of those assets is allocated over their estimated useful lives and reported
as depreciation expense.

Add - Capital outlay 558,658
Deduct - Depreciation expense (84,103)

Debt proceeds provide current financial resources to governmental funds in the period issued,
but issuing debt increases long-term liabilities in the statement of net assets. Repayment
of debt principal is an expenditure in the governmental fund, but the repayment reduces
long-term liabilities in the statement of net assets.

Add - Principal payments on long-term liabilities 114,189

Tax, special assessment, or other revenues unearned or unavailable in < 60 days for
expenditures reported in fund statements. (32,528)

Some expenses reported in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in the funds.

Add - Change in accrued compensated absenses 1,648
Add - Change in accrued interest on long-term debt 910
Change in net assets of governmental activities § 482,618

See notes to financial statements



CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City conform to accounting principles generally accepted in the United
States of America (GAAP) as applicable to governmental units. The following is a summary of the
significant accounting policies used by the City.

REPORTING ENTITY

In December 2004, the Village split from Saugatuck Township and adopted a City Charter. The City
is still in negotiations with Saugatuck Township regarding the split of assets between the two entities. The
City is governed by an elected council. The accompanying financial statements present the City’s activities
for which the City is considered to be financially accountable. There are no entities which have significant
operation or financial relationships with the City which should be included as component units.

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all of the nonfiduciary activities of the primary government. For the most
part, the effect of interfund activity has been removed from these statements. Governmental activities,
normally supported by taxes and intergovernmental revenues, are reported separately from business-type
activities which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function
or segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include: (1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment; and (2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds and fiduciary
funds, even though the latter are excluded from the government-wide financial statements. Major
individual governmental funds and major individual enterprise funds are reported as separate columns in the
fund financial statements. The City does not have any proprietary or fiduciary funds.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT
PRESENTATION

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial
statements. Revenue is recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as revenue in the year for
which they are levied. Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met.




CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenue is recognized as soon as it is
both measurable and available. Revenue is considered to be available if it is collected within the current
period or soon enough thereafter to pay liabilities of the current period. For this purpose, the City considers
revenues to be available if they are collected within sixty days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However,
debt service expenditures, expenditures relating to compensated absences, and claims and judgments are
recorded only when payment is due.

Revenues are recognized in the accounting period in which they become susceptible to accrual, that
is, when they become both measurable and available to finance expenditures of the fiscal period. Property
taxes, state shared revenue, and interest associated with the current fiscal period are all considered to be
susceptible to accrual and so have been recognized as revenue of the current fiscal period. All other
revenue items are considered to be available only when cash is received by the government.

The City’s property tax is levied on each July 1* on the taxable valuation of property (as defined by
State statutes) located in the City of the Village of Douglas as of the preceding December 31

The City’s 2004 ad valorem tax is levied and collectible on July 1, 2004, and it is the City’s policy to
recognize revenue from the current tax levy in the current year when the proceeds of this levy are budgeted
and made “available” for the financing of operations.

The 2004 taxable valuation of the City totaled $93,022,708, on which ad valorem taxes levied
consisted of 6.501 mills for the City’s operating purposes, .5 mills for debt service, and 2.6004 mills for
roads raising $604,741 for operating, $46,511 for debt service and $241,511 for roads. These amounts are
recognized in the respective General, Debt Service, and Special Revenue Fund financial statements as tax
revenue.

The City reports the following major governmental funds:

The General Fund is the City’s primary operating fund. It accounts for all financial resources of the
general government, except those required to be accounted for in another fund.

The General Highway Fund accounts for the road tax resources and all non-state funded road
construction projects.

The Water and Sewer Revolving Fund accounts for water and sewer connection fees for water and
sewer improvements paid for by the City.




CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Additionally, the City reports the following fund type:

Special Revenue Funds account for resources specifically accumulated for roads, launch ramps, and
various cultural activities.

Capital Project Fund accounts for resources specifically accumulated for the Center Street
improvements.

Debt Service Funds account for the accumulation of resources for, and payment of, long-term debt
principal, interest, and related costs.

Amounts reported as program revenue include: (1) charges to customers or applicants for goods,
services or privileges provided; (2) operating grants and contributions; and (3) capital grants and conditions,
including special assessments. Internally dedicated resources are reported as general revenue rather than as
program revenue. Likewise, general revenue includes all taxes.

ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY

Bank Deposits and Investments — Cash and cash equivalents are considered to be cash on hand,
demand deposits, and short-term investments with a maturity of three months or less when acquired.
Investments are stated at fair value.

Receivables and Payables — In general, outstanding balances between funds are reported as “due
to/from other funds.” Activity between funds that is representative of lending/borrowing arrangements
outstanding at the end of the fiscal year is referred to as “advances to/from other funds.” Any residual
balances outstanding between the governmental activities are reported in the government-wide financial
statements as “internal balances.”

All trade and property tax receivables are shown as net of allowance for uncollectible amounts.
Property taxes are levied on each July 1** on the taxable valuation of property as of the preceding December
31%. Taxes are considered delinquent on March 1% of the following year, at which time penalties and
interest are assessed.

Prepaid Items — Certain payments to vendors reflect costs applicable to future fiscal years and are
recorded as prepaid items in both government-wide and fund financial statements.

Capital Assets — Capital assets, which include property, plant, equipment, infrastructure assets (e.g.,
roads, bridges, sidewalks, and similar items) are reported in governmental activities column in the
government-wide financial statements. Capital assets are defined by the City as assets with an initial
individual cost of more than $3,000 and an estimated useful life in excess of one year. Such assets are
recorded at historical cost or estimated historical cost if purchased or constructed. Donated capital assets
are recorded at estimated fair market value at the date of donation.



CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Property, plant and equipment is depreciated using the straight-line method over the following useful

lives:
Buildings 40 years
Building improvements 10 to 15 years
Land improvements 10 years
Water and sewer lines 40 years
Roads 20 years
Other infractructure 10 to 40 years
Vehicles 3 to 10 years
Machinery and equipment 3 to 10 years

Compensated Absences (Vacation and Sick Leave) — It is the City’s policy to permit employees to
accumulate earned but unused vacation and sick pay benefits. All vacation and sick pay is accrued when
incurred in the government-wide statement at year-end.

Deferred Revenue — Governmental funds report deferred revenue in connection with receivables for
revenues that are not considered to be available to liquidate liabilities of the current period or for resources
that have been received, but not yet earned.

Long-Term Obligations — In the government-wide financial statements and in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the governmental
activities statement of net assets. Bond premiums and discounts, as well as issuance costs, are deferred and
amortized over the life of the bonds using the effective interest method. Bonds payable are reported net of
the applicable bond premium or discount. Bond issuance costs are reported as deferred charges and
amortized over the term of the related debt. In the fund financial statements, governmental fund types
recognize bond premiums and discounts, as well as bond issuance costs during the current period. The face
amount of debt issued is reported as other financing sources. Premiums received on debt issuances are
reported as other financing sources while discounts are reported as other financing uses. Issuance costs are
reported as debt service expenditures.

Fund Equity — In the fund financial statements, governmental funds report reservations of fund
balance for amounts that are not available for appropriation or are legally restricted by outside parties for
use for a specific purpose. Designations of fund balance represent tentative management plans that are
subject to change.

Restricted Net Assets — The City’s policy is to first apply restricted resources when an expense is
incurred for which restricted and unrestricted net assets are available.

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Information — Annual budgets are adopted on a basis consistent with generally accepted
accounting principles for all governmental funds. All annual appropriations lapse at fiscal year end.

The budget document presents information by fund, function, department and line items. The legal
level of budgetary control adopted by the City is the department level.

10



CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (CONTINUED)

Excess of Expenditures Over Appropriations in Budgeted Funds — During the year, the City of the
Village of Douglas incurred expenditures in certain budgeted funds which were in excess of the amounts
appropriated, as follows:

Variance
Budget Actual Favorable
Budget Item Appropriation Expenditure (Unfavorable)
General Fund
Public Safety
Planning and zoning $ 98,250 $ 99,996 $ (1,746)
Special Revenue Funds
General Highway Fund
Capital outlay 395,000 416,027 (21,027)
Water and Sewer Revolving Fund
Public Works
Repairs and maintenance - 23,258 (23,258)
Capital outlay - 96,685 (96,685)
Other financing uses - 70,394 (70,394)
Major Streets
Public Works
Wages - general 10,700 12,553 (1,853)
Workers compensation 200 292 92)
Engineering - 1,839 (1,839)
Rent — general 12,000 16,400 (4,400)
Rent — winter 257 13,348 (13,091)
Local Streets
Public Works
Wages — general 24,000 24,484 (484)
Wages — winter 5,500 7,249 (1,749)
Workers compensation 500 669 (169)
Rent — general 2,000 32,160 (30,160)
Rent — winter - 13,155 (13,155)
Center Street
Public Works
Capital outlay 10,000 30,456 (20,456)

11



CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (CONTINUED)

Legal Non-Compliance/Violation of Finance Related Provisions — The City has not adopted a budget
for the Water and Sewer Revolving Fund, which is required for all special revenue funds. The City made
amendments during the fiscal year to create budget amounts. The expenditures incurred are disclosed
above.

NOTE 3 — DEPOSITS AND INVESTMENTS

Michigan Compiled Laws, Sections 129.91, authorizes the City to make deposits and invest in the
accounts of federally insured banks, credit unions, and savings and loan associations which have an office
in Michigan. The local unit is allowed to invest in bonds, securities and other direct obligations of the
United States or any agency or instrumentality of the United States; United States government or federal
agency obligations; repurchase agreements; bankers’ acceptance of United States banks; commercial paper
rated within the two highest classifications which mature not more than 270 days after the date of purchase;
obligations of the State of Michigan or its political subdivision which are rated as investment grade; and
mutual funds composed of investment vehicles which are legal for direct investment by local units of
government in Michigan.

The City of the Village of Douglas Council has designated one bank for the deposit of City funds.
The Council has adopted a deposit and investment policy in accordance with Public Act 196 of 1997.

At year-end, the City’s deposits and investments were reported in the basic financial statements in the
following categories:

Governmental Total Primary

Activities Government
Cash and cash equivalents $1.451.205 $1.451.205
Total $1451,205 $1,451,205
The breakdown between deposits and investments is as follows:
Governmental
Activities
Bank deposits (checking and savings
accounts) $1.451.205
Total $1,451,205

The bank balance of the primary government’s deposits is $1,457,170, of which $100,000 is covered
by federal depository insurance and $1,357,170 is uninsured and uncollateralized.

12



CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 4 - RECEIVABLES

Receivables as of year-end for the City’s individual major and non-major funds in the aggregate,
including the applicable allowances for uncollectible accounts are as follows:

Water

General General and Sewer

Fund Highway Revolving

Taxes $ 1,558 $ 565 $ -

Connection receivables - - 750

Intergovernmental 88,386 - 344,741

Other 4,951 - -
Less allowance for

uncollectibles - - -

Net receivables $94.895 $ 565 $ 345,491

Non-Major
and Other
Funds Total
$ $ 2,123
- 750
19,114 452,241
5,374 10,325

$24.488  $ 465,439

Governmental funds report deferred revenue in connection with receivables for revenue that are not
considered to be available to liquidate liabilities of the current period. Governmental funds also defer
revenue recognition in connection with resources that have been received but not yet earned. At the end of

the current fiscal year, the various components of deferred revenue are as follows:

Connection fees

Total

13
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CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS

NOTE 5 - CAPITAL ASSETS

JUNE 30, 2005

Capital asset activity of the primary government for the current year was as follows:

Governmental Activities

Capital assets not being depreciated

Land
Construction in progress

Subtotal

Capital assets being depreciated
Buildings
Improvements other than
buildings
Machinery and equipment
Infrastructure

Subtotal

Less accumulated depreciation for
Buildings
Improvements other than
buildings
Machinery and equipment
Infrastructure

Subtotal

Net capital assets being
depreciated

Total capital assets —
net of depreciation

Beginning Ending
Balance Increases Decreases Balance
$ 50,000 $ - $ - $ 50,000
145,149 30,456 (145.149) 30,456
$ 195.149 $ 30.456 $(145.149) $ 80,456
$ 595,299 $ - $ - $ 595,299
109,144 - - 109,144
344,758 47,624 - 392,382
152,545 672,751 - 825.296
$1.201.746 $ 720,375 $ - $1.922.121
$ 131,568 $ 36,081 $ - $ 167,649

54,773 6,189 - 60,962
300,259 33,615 - 333,874
2.079 8.218 - 10,297

$ 488.679 $ 84,103 $ - $ 572,782
$ 713,067 $ 636,272 $ - $1,349.339
$ 908216 $ 666,728 $(145,149) $1,429,795

Depreciation expense was charged to programs of the primary government as follows:

Governmental activities
General government
Public works

Recreation and cultural

Public safety

Total governmental activities
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$35,171
17,431
9,259
22,242

$84,103




CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 5 - CAPITAL ASSETS (CONTINUED)

Construction Activities

The City has active construction projects at year-end. The projects include street paving. At year-end
the City’s commitments with contractors are as follows:

Remaining
Spent to Date Commitment
Street Projects $30.456 $1.013.544
NOTE 6 — INTERFUND TRANSFERS
Interfund transfers in and out as of June 30, 2005 as follows:
Operating Operating
Transfer In Transfer Out
Major funds:
General $ 490,748 $ (12,827)
General Highway - (115,727)
Water and Sewer Revolving - (70,394)
Non-major funds:
Union Street - (3,064)
Police Training - (8,000)
DDA 28,484 -
Center Street 100,000 -
Sewer Bond 70,394 (479.614)
$ 689.626 $ (689,626)

NOTE 7 - CAPITAL LEASE

The City has entered into lease agreements as the lessee for financing the purchase of office computer
equipment and police vehicles. The lease agreements qualify as capital leases for accounting purposes and,
therefore, have been recorded at the present value of the future minimum lease payments as of the inception
date. The future minimum lease obligations and net present value is as follows:

Year Ended June 30,
2006 $19,257
2007 16,914
Total minimum lease payments $36,171
Less amount representing interest 2,519
Present value $33.652
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CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 8 - LONG-TERM DEBT

The City issues bonds to provide for the acquisition and construction of major capital facilities.
General obligation bonds are direct obligations and pledge the full faith and credit of the City. County
contractual agreements and installment purchase agreements are also general obligations of the City.
Special assessment bonds provide for capital improvements that benefit specific properties, and will be
repaid from amounts levied against those properties benefited from the construction. In the event that a
deficiency exists because of unpaid or delinquent special assessments at the time a debt service payment is
due, the City is obligated to provide resources to cover the deficiency until other resources (such as tax, sale
proceeds or a re-assessment of the district) are received. Revenue bonds involve a pledge of specific
income derived from the acquired or constructed assets to pay debt service.

Bond and contractual obligation activity can be summarized as follows:

Interest Principal  Beginning Ending  Due Within
Rate Matures Balance = Additions (Reductions)  Balance One Year
Governmental Activities
General obligation bonds
Allegan County Sewer Disposal Bond  5.75% 5/1/05 3 68,181 $ - $ (68,181) $ - 3 -
Installment purchase agreements
Chemical Bank 3.50% 7/4117 448 402 - (27,213) 421,189 28,444
Macatawa Bank 10.58% 8/7/06 5,423 - (2,350) 3,073 2,611
Ford Motor Company 5.00% 9/30/06 - 47.024 (16.445) 30.579 14916
Total governmental activities $ 522,006 $47,024 $(114,189) $454.841 $45.971

Annual debt service requirements to maturity for the above obligations are as follows:

Governmental Activities

Year End June 30, Principal Interest
2006 $ 45,971 $16,018
2007 45,580 14,066
2008 30,503 12,229
2009 31,588 11,144
2010-2014 175,612 38,048
2015-2019 125,587 7,130

Total $454.841 $98,635
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CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 9 — RISK MANAGEMENT

The City is exposed to various risks of loss related to property loss, torts, errors and omissions and
employee injuries (workers’ compensation), as well as medical benefits provided to employees. The City
has purchased commercial insurance to cover all risks of losses. Settled claims relating to the commercial
insurance have not exceeded the amount of insurance coverage in any of the past three fiscal years.

NOTE 10 — CONTINGENT LIABILITIES
The City is involved in a lawsuit with the Trustees of the Dutcher Lodge No. 193, of Free and
Accepted Masons, Allegan County. The lawsuit is a breach of contract action over the renovation and
repair of the Dutcher Lodge conveyed to the City. The lawsuit is pending at June 30, 2005, and
management cannot speculate the outcome. The amount in controversy is approximately $30,000.
NOTE 11 - EMPLOYEE RETIREMENT AND BENEFIT SYSTEMS
Defined Benefit Pension Plan (Michigan Municipal Employees’ Retirement System)

Plan Description

The City’s defined benefit pension plan provides retirement and disability benefits, annual cost-of-
living adjustments, and death benefits to plan members and beneficiaries. The City participates in the
Municipal Employees Retirement System of Michigan (MERS), an agent multiple-employer plan
administered by the MERS Retirement Board. The MERS Retirement Board, establishes and amends the
benefits provisions of the participants in MERS. MERS issues a publicly available financial report that
includes financial statements and required supplementary information for MERS. That report may be
obtained by writing to the Municipal Employees Retirement Systems of Michigan, 447 N. Canal Road,
Lansing, Michigan 48917 or by calling (800) 767-6377.

Funding Policy

The City is required to contribute at an actuarially determined rate; the rate as of June 30, 2005 is
approximately 8.41 — 18.86% of annual covered payroll. Employees are currently not required to contribute
to the Plan. The contribution requirements of the City are established and may be amended by the
Retirement Board of MERS. The contribution requirements of plan members, if any, are established and
may be amended by the City, depending on the MERS contribution program adopted by the City.

Annual Pension Cost

For the year ended June 30, 2005, the City’s annual pension cost of $71,504 for MERS was equal to
the City’s required and actual contributions. The required contribution was determined as part of the
December 31, 2003 actuarial valuation using the entry age actuarial cost method. The actuarial assumptions
includes (a) a rate of return on the investment of present and future assets of 8%, (b) projected salary
increases of 4.5% per year compounded annually, attributable to seniority/merit. The actuarial value of
MERS assets was determined on the basis of a valuation method that assumes the fund earns the expected
rate of return, and includes an adjustment to reflect market value. The City’s unfunded actuarial accrued
liability is being amortized as a level percentage of projected payroll on an open basis over 30 years.
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CITY OF THE VILLAGE OF DOUGLAS
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2005

NOTE 11 - EMPLOYEE RETIREMENT AND BENEFIT SYSTEMS (CONTINUED)

Three year trend information as of December 31 (actuarial date) follows:

Annual pension cost
Percentage of APC contributed
Net pension obligation
Actuarial value of assets
Actuarial accrued liability
Unfunded AAL

Funded ratio

Covered payroll

2004

$
$

$ 1,002,843
$ 1,366,745
$ 363,902

$ 604,063

UAAL as a percentage of covered payroll

NOTE 12 — DEFERRED COMPENSATION PLAN

2003
$ 58,580
100%
$ -
$ 910,246
$ 1,148,309
$ 238,063
79%
$ 629,531
38%

2002

$ 56,742
100%

$ -
$ 807,542
$ 959,299
$ 151,757
84%

$ 582,811
26%

The City Council offers all City employees a deferred compensation plan created in accordance with
the Internal Revenue Code, Section 457. The assets of the plans are held in trust by a custodian, as
described in IRC Section 457 (g), for the exclusive benefit of the participants and their beneficiaries, and
the assets may not be diverted to any other use. The Administrators are agents of the employer for purposes
of providing direction to the custodian for the investment of the assets held in the account, transfer of assets
to or from the account, and all other matters. In accordance with the provisions of GASB Statement 32,

plan balances and activities are not reflected in City’s financial statements.

NOTE 13 — BUILDING DEPARTMENT

Revenues
Inspections fees

Expenditures
Contract labor

Excess of revenues over expenditures

Cumulative excess of revenues over expenditures June 30, 2004

Cumulative excess of revenues over expenditures June 30, 2005
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$ 68,070

(58,568)
$ 9,502

35.184

$ 44,686
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CITY OF THE VILLAGE OF DOUGLAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE -BUDGET AND ACTUAL-
GENERAL FUND
YEAR ENDED JUNE 30, 2005

Final
Original Amended
Budget Budget
REVENUES
Taxes and special assessments $ 635,891 $§ 599,318
Licenses and permits 89,300 75,169
State shared revenues 109,000 115,003
Contributions from local units 384,405 373,126
Grant revenue - 23,000
Charges for services 14,590 41,897
Fines 5,000 4,200
Interest 2,500 13,080
Other revenue - 371
TOTAL REVENUES $ 1,240,686 $ 1,245,164
EXPENDITURES
Legislative $ 14,425 $ 14,894
General government
Manager $ 90,030 $ 79,844
Clerk - treasurer 132,250 135,925
Assessor - 12,778
Legal and accounting 31,000 62,000
Building and grounds 15,113 60,350
Contingencies (20,800) 500
Insurance - bonds 39,100 32,635
Total general government $ 286,693 $ 384,032
Public safety
Police $ 752,518 $ 813,630
Planning and zoning 78,332 98,250
Total public safety $ 830,850 $ 911,880

Public works - highway and streets $ 245906 § 178,757




Variance

Favorable
Actual (Unfavorable)
$ 608,774 $ 9,456
83,077 7,908
112,748 (2,255)
428,846 55,720
28,749 5,749
90,676 48,779
4,759 559
15,299 2,219
382 11
$ 1373310 3 128,146
$ 13,053 $ 1,841
$ 76,182 $ 3,662
124,835 11,090
11,082 1,696
53,764 8,236
44,796 15,554
- 500
25.043 7,592
$ 335,702 $ 48,330
$ 774,122 $ 39,508
99,996 (1,746)
$ 874,118 $ 37,762
3 165,231 $ 13,526
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CITY OF THE VILLAGE OF DOUGLAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE -BUDGET AND ACTUAL-
GENERAL FUND (CONTINUED)
YEAR ENDED JUNE 30, 2005

Final
Original Amended
Budget Budget
EXPENDITURES (CONTINUED)
Recreation and cultural
Community relations $ 2,000 $ 1,500
Parks and recreation 49.842 53,250
Total recreation and cultural $ 51.842 $ 54,750
Debt service
Principal $ 59,232 $ 46,545
Interest - 18,300
Total debt service $ 59.232 $ 64,845
Capital outlay
Police $ - $ 600
Total capital outlay $ - $ 600
TOTAL EXPENDITURES $ 1.488.948 $ 1,609,758
DEFICIENCY OF REVENUES UNDER EXPENDITURES $  (248.,262) $ (364,594
OTHER FINANCING SOURCES (USES)
Transfers in $ 224,881 $ 215,813
Transfers out - (15.891)
TOTAL OTHER FINANCING SOURCES (USES) $ 224,881 $ 199.922
NET CHANGE IN FUND BALANCE $ (23,381) $ (164,672)
FUND BALANCE - JULY 1, 2004 60,854 60,854
FUND BALANCE - JUNE 30, 2005 $ 37,473 $ (103,818)




Variance

Favorable
Actual (Unfavorable)

$ 700 $ 800
45,562 7,688

$ 46,262 $ 8,488
$ 46,008 $ 537
16,337 1,963

$ 62,345 $ 2,500
$ 600 $ -
$ 600 $ -
$ 1.497.311 § 112447
$ (124001) § 240,593
$ 490,748 $ 274,935
(12.827) 3.064

$ 477921 $ 277999
$ 353,920 $ 518,592
60,854 -

§ 414774 $§ 518,592

20



CITY OF THE VILLAGE OF DOUGLAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE -BUDGET AND ACTUAL-

GENERAL HIGHWAY FUND
YEAR ENDED JUNE 30, 2005
Final
Original Amended
Budget Budget
REVENUES
Taxes and special assessments $ 213,000 518,456
Interest 2,000 5,263
TOTAL REVENUES $ 215,000 523,719
EXPENDITURES
Public works
Contractual administration $ 21,500 -
Repairs and maintenance 50,000 -
Total public works § 71,500 -
Capital outlay $ 20,000 395,000
TOTAL EXPENDITURES $ 91,500 395,000
EXCESS OF REVENUES OVER EXPENDITURES $ 123,500 128,719
OTHER FINANCING USES
Transfers out $ (123.500) (115,727)
TOTAL OTHER FINANCING USES $ (123,500) (115,727)
NET CHANGE IN FUND BALANCE $ - 12,992
FUND BALANCE - JULY 1, 2004 630,322 630,322
FUND BALANCE - JUNE 30, 2005 $ 630,322 643,314




Variance

Favorable
Actual (Unfavorable)
$ 519,021 $ 565
5,263 -
$ 524284 $ 565
$ - $ -
$ - $ -
$ 416,027 § (21,027
$ 416,027 $  (21.027)
$ 108,257 §  (20462)
$ (115727 $ -
$§ (115727 % -
$ (7470) $  (20,462)
630,322 -
$ 622852 §  (20.462)
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CITY OF THE VILLAGE OF DOUGLAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE -BUDGET AND ACTUAL-
WATER AND SEWER REVOLVING FUND
YEAR ENDED JUNE 30, 2005

Final

Original Amended
Budget Budget
REVENUES
Charges for services $ - $ 92300
Interest - 100
TOTAL REVENUES $ - § 92,400
EXPENDITURES
Public works $ - $ -
Capital outlay $ - $ -
TOTAL EXPENDITURES $ - $ -
EXCESS OF REVENUES OVER EXPENDITURES $ - $§ 92,400
OTHER FINANCING USES
Transfers out $ - $ -
TOTAL OTHER FINANCING USES $ - 3 -
NET CHANGE IN FUND BALANCE $ - $ 92,400
FUND BALANCE - JULY 1, 2004 359,545 359,545

FUND BALANCE - JUNE 30, 2005 § 359,545 § 451,945




Variance

Favorable
Actual (Unfavorable)
118,988 $ 26,688
6,055 5,955
125,043 $ 32,643
23,258 $  (23.258)
96,685 $  (96.685)
119,943 $  (119,943)
5,100 $  (87.300)
(70,394 §  (70,394)
(70,394) §  (70,394)
(65,294) $ (157,694)
359,545 -
294,251 $ _ (157,694)
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CITY OF THE VILLAGE OF DOUGLAS

COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS
JUNE 30, 2005
Special Revenue Funds
Police Douglas
Major Local Training Historic
Streets Streets Fund Preservation
ASSETS
Cash and cash equivalents § 75909 $ 99807 § - 11,905
Receivables, net - 5,148 - -
Receivables from other governments 12,804 6,310 - -
Prepaid expenditures 96 222 - -
TOTAL ASSETS $ 88,809 $§ 111487 § - 3 11,905
LIABILITIES
Accounts payable $ 921 $ 9,003 3§ - 3 434
TOTAL LIABILITIES $ 921 $ 9,003 $ - 3 434
FUND BALANCES
Unreserved
Undesignated $ 87,888 $§ 102484 § - $ 11,471
TOTAL FUND BALANCES $ 87.888 § 102484 § - $ 11,471
TOTAL LIABILITIES AND

FUND BALANCES $ 88.809 § 111487 § - $ 11,905




Capital Project

Debt Service

Total
Schultz Union Center Sewer Non-Major
Park Street DDA Street Bond Funds
20,260 33245 § 94907 § - § 336,033
- 50 176 - 5,374
- - - - 19,114
- - - - 318
20,260 33295 § 95083 § - § 360,839
726 375  $ 25621 § - $ 37,080
726 375 $ 25621 §$ - § 37,080
19,534 32920 § 69462 $ - § 323759
19,534 32920 § 69462 $ - $ 323,759
20,260 33295 § 95083 § - § 360,839
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CITY OF THE VILLAGE OF DOUGLAS
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES
NON-MAJOR GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2005

Special Revenue Funds

Police Douglas
Major Local Training Historic
Streets Streets Fund Preservation

REVENUES
Taxes and special assessments $ - 9 - $ - $ -
State shared revenues 82,650 39,005 - -
Grant revenue - - - -
Charges for services - - - -
Interest 342 - - 49
Other revenue - - - 6,126

TOTAL REVENUES $ 8992 § 39005 $ - b 6,175

EXPENDITURES
Current operating
Public works $ 53415 § 85,388 $ - $ -
Recreation and cultural - - - 6,625
Debt service
Principal - - - -
Interest and other charges - - - -
Capital outlay - 14,890 - -

TOTAL EXPENDITURES $ 53415 $ 100278 $ - $ 6,625

EXCESS (DEFICIENCY) OF
REVENUES OVER (UNDER)
EXPENDITURES $ 29577 $ (61273 $ -8 (450)

OTHER FINANCING SOURCES (USES)
Transfers in $ - 8 - $ -
Transfers out - - (8.000) -

TOTAL OTHER FINANCING
(SOURCES) USES $ - 3 - $ (80000 $ -

NET CHANGE IN FUND BALANCES $ 29577 $ (61273) $ (8,000) $  (450)

FUND BALANCES - JULY 1, 2004 58,311 163,757 8,000 11,921

FUND BALANCES - JUNE 30, 2005 $ 87,888 § 102,484 $ - $ 11471




Capital Project  Debt Service

Total
Schultz Union Center Sewer Non-Major
Park Street DDA Street Bond Funds
- 8 - $ - 3 - $ 46,582 $ 46,582
- - - - - 121,655
5,785 - - - - 5,785
10,058 - 4,600 - - 14,658
84 - 6 - 4,213 4,694
- - 9,055 - - 15,181
15927 § - $ 13,661 $ - $ 50,795 $ 208,555
- $ - $ - 9 82 $ - § 138,885
1,930 - 9,225 - - 17,780
- - - - 68,181 68,181
- - - - 3,875 3,875
- - - 30,456 - 45,346
1930 $ - $ 9,225 $ 30,538 $ 72,056 $ 274,067
13997 § - $ 4436 § (30.538) $§ (21.261) $ (65.512)
- 8 - $ 28,484  § 100,000 $ 70,394 $ 198,878
- (3,064) - - (479,614) (490,678)

- § (3064 § 28484 $ 100,000 $ (409,220) § (291,800)

13,997 $ (3,064) $ 32920 $ 69,462 $ (430481) $ (357,312)

5,537 3.064 - - 430,481 681,071

19534 § - § 32920 $ 69.462 b - $ 323,759
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FERRIS, BUSSCHER & ZWIERS, P.C Melvin D. Busscher, CPA
, , P.C.
CERTIFIED PUBLIC ACCOUNTANTS James L. Zwiers, CPA, MBA

AND CONSULTANTS William D. Borgman, CPA, MST
Douglas W. Rotman, CPA

October 6, 2005

City Council
City of the Village of Douglas
Allegan County, Michigan

Council Members:

Thank you for the opportunity to be of service to you in performing an audit of the financial
statements of City of the Village of Douglas for the year ended June 30, 2005.

In planning and performing our audit of the financial statements of the City of the Village
of Douglas for the year ended June 30, 2005, we considered its internal control in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control. However, we noted certain
matters involving the internal control and its operation that we consider to be reportable
conditions under standards established by the American Institute of Certified Public
Accountants. Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of internal control that, in our judgment, could
adversely affect the City of the Village of Douglas’ ability to initiate, record, process, and report
financial data consistent with the assertions of management in the financial statements.

Our consideration of internal control was for the limited purpose described in the
preceding paragraph and would not necessarily disclose all matters that might be reportable
conditions. In addition, because of inherent limitations in internal control, errors or fraud may
occur and not be detected by such controls.

Reportable Conditions
Budget Violations

The Village violated the Budget Act for the year ended June 30, 2005 by reporting
unfavorable budget variances in the General Fund and several special revenue funds. In
addition, an original budget was not prepared for the Water and Sewer Revolving special
revenue fund. The purpose of the Budget Act is to require that all local units of government in
Michigan adopt balanced budgets, to establish responsibilities and define the procedure for the
preparation, adoption and maintenance of the budget, and to require certain information for the
budget process. This act specifically states that a local unit cannot expend resources without
the appropriation by the legislative body. We recommend that management monitor and
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control expenditures of public monies by reviewing budget verses actual revenue and
expenditure reports. If there are implications that expenditures will exceed the budget, the
legislative body should adopt a resolution to amend the budget prior to the disbursement. The
appropriations act is the key to controlling the finances of the City.

Cash Management

The City maintains one physical checking account for all of the individual funds’ cash.
During the fiscal year, we noted errors in posting revenues and expenditures to the correct
fund. Although the cash was correctly deposited into the checking account, the errors resulted
in misstated cash and revenues/expenditures in a number of funds. It is essential that the
nature of the revenue or expenditure be identified prior to posting into the general ledger.
These errors were corrected during our audit via journal entries, however, the Water and Sewer
Revolving fund correctly ended with a negative cash balance. Cash management is crucial to
the financial stability of the City and is to be monitored closely. One area of available cash for
the Water and Sewer Revolving Fund are the monies held in trust by Kalamazoo Lake Water
and Sewer Authority. Management should review the ending cash balances held with the
Authority and make withdrawals as deemed necessary.

Cash Reconciliations

The City’s checking account remained unreconciled for several months during the City’s
fiscal year. The City Treasurer was able to take care of the monthly reconciliations during the
audit of the City’s financial statements. An independent reconciliation of cash is a key internal
control over cash for the prevention of errors and the detection of fraud. We recommend that
management oversee the internal control process over cash to ensure timely bank
reconciliations are performed by City staff.

Other Comments and Recommendations
Construction Project Accounting

The City routinely contracts for street and water/sewer construction projects from the
same engineers and contractors in combined projects. The City commonly expenses these
projects in their entirety to the various streets funds and performs year end allocations to the
respective funds as audit adjustments. The allocations made at the end of the year resulted in
cash deficits in the Water/Sewer Revolving Fund. The City contacted their project manager
and requested cost allocations for existing and future projects on an interim basis in order for
the City to make the necessary allocations between funds.

GASB 34 Accounting

In order to efficiently track capital expenditures accounted for on the accrual basis
statements as increases in fixed assets, we recommend that the City utilize the capital outlay
expenditure accounts solely for items over the $3,000 threshold. This procedure will limit the
search for capitalizable items when GASB 34 adjustments are required at the end of the fiscal
year.



This report is intended solely for the information and use of the City Council and
management. |f you have any questions regarding the financial statements or the above
recommendations and suggestions, we would be pleased to discuss them with you.

Sincerely,

FERRIS, BUSSCHER & ZWIERS, P.C.

Douglas W. Rotman, C.P.A.
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